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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
Members of the City Council

City of Sheldon

Sheldon, 1A 51201

We have audited the accompanying financial statements of the governmental activities, the
business type activities, each major fund, and the aggregate remaining fund information of the
City of Sheldon, lowa, as of and for the year ended June 30, 2006, which collectively comprise
the City's basic financial statements listed in the table of contents. These financial statements
are the responsibility of the City of Sheldon's management. QOur responsibility is to express
opinions on these financial statements based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards and the
standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe our audit provides a
reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business type activities, each
major fund, and the aggregate remaining fund information of the City of Sheldon at June 30,
2006 and the respective changes in financial position and cash flows, where applicable, for the
year then ended in conformity with U.S. generally accepted accounting principles.

In accordance with Government Auditing Standards, we have aiso issued our report dated
January 5, 2007 on our consideration of the City of Sheldon's internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts,
grant agreements, and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing
and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.
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Management's discussion and analysis and budgetary comparison information on pages 4
through 12 and 50 through 54 are not required parts of the basic financial statements, but are
supplementary information required by the Governmental Accounting Standards Board. We
have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary
information. We did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
coliectively comprise the City of Sheldon’s basic financial statements. We previously audited, in
accordance with the standards referred to in the second paragraph of this report, the financial
statements for the four years ended June 30, 2005 (which are not presented herein) and
expressed an unqualified opinion on the June 30, 2004 and 2005 financial statements and a
qualified opinion on the June 30, 2002 and 2003 financial statements due to the omission of the
general fixed asset account group. Other supplementary information included in Schedules 1
through 3 is presented for purposes of additional analysis and is not a required part of the basic
financial statements. Such information has been subjected to the auditing procedures applied in
our audit of the basic financial statements and, in our opinion, is fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

[ ot e 7
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MANAGEMENT'S DISCUSSION AND ANALYSIS

The City of Sheldon provides this management's discussion and analysis of its financial
statements. This narrative overview and analysis of the financial activities is for the fiscal year
ended June 30, 2006. We encourage readers to consider this information in conjunction with the
City's financial statements, which follow.

2006 Financial Highlights

* Revenues of the City's governmental activities decreased 2.46%, or approximately $102,400
from fiscal 2005 to fiscal 2006. Property tax decreased approximately $220,700.

» Program expenses decreased by 22% or approximately $1,171,200 in fiscal 2006 from fiscal
2005. Public safety, public works, and culture and recreation increased by approximately
$36,600, $29,400, and $43,000, respectively. Community and economic development,
general government, debt service, and capital projects decreased by approximately
$15,400, $190,200, $385,000, and $689,600, respectively.

e The City’s net assets increased 6.54%, or approximately $902,800, from June 30, 2005 to
June 30, 2006. Of this amount, the net assets of the governmental funds increased by
approximately $848,600 and the net assets of the business type activities increased by
approximately $54,200.

Using This Annual Report
The annual report consists of a series of financial statements and other information as follows:

Management's Discussion and Analysis introduces the basic financial statements and provides
an analytical overview of the City's financial activities.

The Government-wide Financial Statements consist of a Statement of Net Assets and a
Statement of Activities. These statements provide information about the activities of the City as
a whole and present an overall view of the City's finances.

The fund financial statements tell how governmental services were financed in the short term as
well as what remains for future spending. Fund financial statements report the City's operations
in more detail than the government-wide statement by providing information about the most
significant funds.

Notes to financial statements provide additional information essential to a full understanding of
the data provided in the basic financial statements.

Required Supplementary Information further explains and supports the financial statements with
a comparison of the City's budget for the year.

Other Supplementary Information provides detailed information about the non-major
governmental funds.

Basis of Accounting

The City financial statements are prepared in accordance with U.S. generally accepted
accounting principles (GAAP). The City prepares its budget and maintains its financial records
on the cash basis.
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Reporting The City's Financial Activities

Government-wide Financial Statements

One of the most important questions asked about the City's finances is, "Is the City as a whole
better off or worse off as a result of the year's activities?" The Statement of Net Assets and the
Statement of Activities reports information which helps answer this question.

The Statement of Net Assets presents all of the City's assets and liabilities, with the difference
reported as “net assets”. Over time, increases or decreases in the City's net assets may serve
as a useful indicator of whether the financial position of the City is improving or deteriorating.

The Statement of Activities presents information showing how the City’s net assets changed
during the most recent fiscal year.

The Statement of Net Assets and the Statement of Activities report two kinds of activities:

Governmental activities include public safety, public works, culture and recreation,
community and economic development, general government, debt service, and capital
projects. Property tax and state and federal grants finance most of these activities.

Business Type Activities include the waterworks and the sanitary sewer system. These
activities are financed primarily by user charges.

Fund Financial Statements

The City has three kinds of funds:

1.

Governmental funds account for most of the City's basic services. These focus on how
money flows into and out of those funds, and the balances at year-end that are available for
spending. The governmental funds include: (a) the General Fund, (b) the Special Revenue
Funds, such as Road Use Tax and Tax Increment Financing, (c) the Debt Service Fund, and
(d) the Capital Projects Fund. The governmental fund financial statements provide a
detailed, short-term view of the City's general government operations and the basic services
it provides. Governmental fund information helps determine whether there are more or
fewer financial resources that can be spent in the near future to finance the City's programs.

The required financial statements for governmental funds include a balance sheet and a
statement of revenues, expenditures and changes in fund balances.

Proprietary funds account for the City's Enterprise and Internal Service Fund. Enterprise
Funds are used to report business type activities. The City maintains two Enterprise Funds
to provide separate information for the water and sewer funds, considered to be major funds
of the City. The Internal Service Fund is used to account for the City’s self-insurance
activities.

The required financial statements for proprietary funds include a statement of net assets, a
statement of revenues, expenditures and changes in fund net assets, and a statement of
cash flows.



3. Fiduciary funds are used to report assets held in trust or agency capacity for others. The
City's fiduciary fund is used to account for emplioyee cafeteria funds.

The required financial statement for fiduciary funds includes a statement of fiduciary assets

and liabilities.

Government-Wide Financial Analysis

Net assets may serve over time as a useful indicator of financial position. The analysis that
follows focuses on the changes in the net assets for governmental and business type activities.

Net Assets as of June 30, 2006

Currentand other assets ......ccocociiiiici
Capital assets .......cccccovoviiiivi
Total assets

Long-term liabilities ...........ccoovi i
Other Iabilities oo
Total liabilities

Net assets:

Invested in capital assets - net of related debt ...
Restricted ..o

Total net assets

Net Assets as of June 30, 2005

Current and otherassets .........ccccccciiiiiiiiininen .
Capital aSSetS . ..vvvvivici e
Total assets

Long-term liabilities .........coocovieiiiii i,
Other Habilifies .oooeveeree et
Total liabilities

Net assets:

Invested in capital assets - net of related debt ...
Restricted ...ooocooviiece

Total net assets

Business

Governmental Type
Activities Activities Total

$ 6,284,887 $1.400,100 $ 7,684,987
8,986,346 5,359,858 14,346,204
15,271,233 6,759 058 22.031.191
3,802,934 684,848 4,587,782
2,687,920 52674 2,740,594
6,590,854 737,522 7,328,376
6,375,064 4,740,618 11,115,682
1,155,893 169,591 1,325,484
1,149,422 1,112,227 2,261,649

$ 8680379 $6,022436 $14.702,815

Business

Governmental Type
Activities Activities Total

$ 6,066,309 $1,186,472 $ 7,252,781
8,750,825 5,639,123 14,2890.948
14.817.134 6,725595 21542729
4,456,559 719,821 5,176,480
2,528,798 37.407 2,566,205
6,985,357 757,328 7.742.685
5,687,672 4,881,123 10,468,795
1,011,382 160,500 1,171,882
1,232,723 926,644 2,158,367

$ 7,831,777 $5968,267 $13.800,044



Changes in Net Assets for the Year Ended June 30, 2006

Business
Governmental Type
Activities Activities Total
Revenues:
Program revenues:
Charges for SeIVICeS ..oovvvvieeeee e $ 626,170 $1,343,997 $ 1,970,167
Cperating grants, contributions, and restricted
Fa] (=T (=T U 514,111 3,447 517,558
Capital grants, contributions, and restricted
INTEreSt ..o 176,235 176,235
General revenues:;
Property and other city taxes ...........cccoeinnenn 1,273,841 1,273,841
Tax increment financing ..........cccee i eiiiciiiiinins 1,151,255 1,151,255
Local option sales tax .........ccccoviiiiiiinienen. 367,107 367,107
Unrestricted investment earnings ...............ove... 70,225 33,884 104,109
Unrestricted miscellaneous .......ccocooevviiinnnen. 43,060 43,060
Fixed asset transfers ...........coeevevvcevicer e, (76,141) 76,141
Total revenues 4,145,863 1,457 469 5,603,332
Program expenses:
Public safety ......occcoicvviiininie e, 695,559 695,559
Publicworks ..o s 1,073,998 1,073,998
Culture and recreation ........ocoocceiiiiiiiiiinneeee, 541,213 541,213
Community and economic development .............. 379,407 379,407
General government ... 416,722 416,722
Debt Service ... 190,362 190,362
WALEKE oot 762,128 762,128
SEWEL ittt 641,172 641,172
Total expenses 3,297,261 1,403,300 4,700,561
Change in net assets 848,602 54,169 902,771
Net assets - beginning of year ..., 7,831,777 5,968,267 13,800,044
Net assets - end of year $8.680,379 $6.022.436 $14.702,815



Changes in Net Assets for the Year Ended June 30, 2005

Business
Governmental Type
Activities Activities Total
Revenues:
Program revenues:
Charges for services .......oooccceiiiiiiinieneeeeieene $ 599,377 $1,257,029 $1,856,406
Operating grants, contributions, and restricted
IMEEIESE oot 493,126 1,671 494,797
Capital grants, contributions, and restricted
INtErest 210,551 210,551
General revenues:
Property and other city taxes .....cocovcvievieeie. 1,502,401 1,502,401
Tax increment financing ........c.cccccccvviviiiiiinns 1,015,459 1,015,459
Local option sales tax .......ocovvevveeeeiieeeiieiieee, 356,680 356,680
Unrestricted investment earnings ..................... 43,914 22,025 65,939
Unrestricted miscellaneous ......ccooovevvvveeveeenennn., 20,705 20,705
Operating transfers ..o, 19,618 (19.618)
Total revenues 4,261,831 1,261,107 5,522,938
Program expenses:
Public safety .....ccooooei i 695,683 695,683
Public Works ..o 1,043,419 1,043,419
Culture and recreation ..........cccooeeeeeieiiiviiiinen, 491,658 491,658
Community and economic development .............. 415,974 415,974
General government ..., 591,200 591,200
Debt SEIVICE ..o 200,030 200,030
Water e 726,421 726,421
SBWET i 594,561 594 561
Total expenses 3,437,964 1,320,982 4,758,946
Change in net assets 823,867 (59,875) 763,992
Net assets - beginning of year ..., 7,007,910 6,028 142 13,036,052
Net assets - end of year $7.831,777 $5.968.267 $13,800,044

Net assets of governmental activities increased from FY05 by approximately $848,600 or
10.84%. Net assets of business type activities increased from FY05 by approximately $54,200
or .91%. The largest portion of the City's net assets is the invested in capital assets (e.g. land,
infrastructure, buildings, and equipment), less the related debt. The debt related to the
investment in capital assets is liquidated with sources other than capital assets. Restricted net
assets represent resources that are subject to external restrictions, constitutional provisions or
enabling iegislation on how they can be used. Other restricted net assets is land held by the
City to be sold or granted to businesses for economic development purposes.



Individual Major Governmental Fund Analysis

Changes in Fund Balances - Governmental Funds
For the year ended June 30, 2006 2005
All Funds All Funds

ReVENUES ..o $4,050,118  $4,152,471
EXpenses ....oooovviieieii 4,152 367 5,323,543
Net (102,249)  (1,171,072)
Other financing sources .........co....... 128,176 1,687,560
Increase in fund balances 25,927 416,488
Fund balance - beginning of year ..... 2,086,230 1,669,742
Fund balance - end of year $2.112,157 $2,086,230

Governmental funds reported a combined fund balance of $2,112,157 at June 30, 2006 which
was $25,927 more than the fund balance at June 30, 2005.

The general fund, tax increment financing, road use tax, and debt service fund showed modest
changes of $50,390, $40,422, $(29,396), $(15,810), respectively.

The capital projects fund showed a decrease of $182,136 due to expenditures being paid from
prior year reserves.,

Individual Major Business Type Fund Analysis

Changes in Net Assets - Proprietary Funds

For the year ended June 30, 2006 2005 2000 2005
Enterprise Funds Internal Service Funds

Revenues ..., $1,377,881  $1,279,054 § 408,246 $ 341,799
EXPENnses ......ccccovveinnieeiiiciiiee 1,416,694 1,317,351 365,542 346,957
Net (38,813) (38,297) 42,704 (5,158)
Net transfers .........cccccoiiivviiiiiniinn, 76,141 (19.618)

Increase (decrease) in net assets ... 37,328 (57,915) 42,704 (5,158)
Net assets - beginning of year ......... 5,002,803 5,960,718 193,149 168,307
Net assets - end of year $5.940,131 $5902.803 § 235853 $ 193149

Enterprise funds reported combined net assets of $5,940,131 at June 30, 2006 which was an
increase of $37,328 over the net assets at June 30, 2005.



The water fund reported net income of $28,574 before transfers from governmental funds.

The sewer fund reported a net ioss of $67,387 before transfers, which included depreciation

expense of $168,426.

Budgetary Highlights

Over the course of the year, the City did not amend the budget. Actual disbursements did not

exceed budgeted amounts.
Capital Assets and Debt Administration

Capital Assets Administration

A summary of the City’s capital assets is as follows:

Land
Construction in progress .......ccceccvieieiieeiniee e,
Building and improvements ...........ccceceee e,
Equipment and vehicles .......cccovviiiiieniiine
Infrastructure

Total capital assets
Less accumulated depreciation ........c.cooveeiviinnn,
Net capital asseis

Depreciation expense

Land
Construction in progress ........ccocvceevvveeiciine e,
Building and improvements ...........cc..ccccovvvrenvnnnn,
Equipment and vehicles ...
Infrastructure

Total capital assets
l.ess accumulated depreciation ...,
Net capital assets

Depreciation expense

Capital Assets as of June 30, 2006
Business Type

Governmental

Activities

$ 406,000
551,798
5,348,147
1,974,268
7,228,871
15,509,084

6.522,738

$.8.986.346
$ 590,970

Activities Total
$ 84,390 $§ 490,390
551,798
4,853,002 10,201,149
610,708 2,584,976
4072404 11,301,275
9,620,504 25,120,588
4260646 10,783,384
$5,350,858 $14,346,204
$ 274977 $ 865,947

Capital Assets as of June 30, 2005
Business Type

Governmental

Aclivities
$ 406,000
39,085
5,323,372
1,913,832
7,038,923
14,721,212

9,970,387

$8,750.825
$ 580702

Activities Total
$ 84,390 $ 490,390
39,085
4,841,681 10,165,053
602,458 2,516,290
3,096 263 11,035,186
9,524,792 24,246,004
3,985.669 0,956,056
$5.530,123 $14,289,948
$ 272440 $ 853,142

Major additions for the year ended June 30, 2006 included 24" Avenue improvements and

Sheldon Crossing Phase |.
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Debt Administration

At June 30, 2006, the City had $4,471,398 in bonds and other long-term debt, compared to
$5,059,339 last year as shown below.

Outstanding Debt at Year-End

June 30,
2006 2005

Tax increment financing .......c.ocovvveiie i $ 974,310 $1,120,035
SEWET ULHHEY .oveiiiii e 625,000 658,000
Lease purchase agreement ........c.coovevvvii i 29,329
Sales and service tax bonds ..........occcvveiiiiiie e 1,110,000 1,220,000
Skateboard park 108N ... 14,826 29,276
General obligation bonds .........cccoieeiiiiiie e 1,405,000 1,645,000
Airport improvement 10an ... 342,262 357,699

Total $4.471.308  $5.059,339

The Constitution of the State of lowa limits the amount of general obligation debt cities can
issue to 5% of the assessed value of all taxable property within the City's corporate limits. The
City's outstanding general obligation debt is well within its constitutional debt limit of $9,660,131.

Economic Factors and Next Year's Budgets and Rates

The City of Sheldon’s elected and appointed officials and department heads considered many
factors when setting the fiscal year 2006 - 2007 budget, tax rates, and fees that will be charged
for various City activities.

Each year the various departments propose recommendations that are to be considered as part
of the budget process. As in years past, items to be considered in the general fund continue to
be carefully assessed due to the limited revenue sources available. We continue to use reserve
funds and other aiternative funding sources to provide quality service to the community. Many
of the general funds areas rely on grants, donations and possible reserve funds to complete
capital projects. There have been no major programs added to the budget this year. With the
state's continuation of roll-back, we continue to fight increased expenditures in the general fund.
With that said, the community has seen some quality development over the past few years.
This has created some funding options through tax increment financing (TIF) for various
infrastructure projects. Going forward, the City Council will have to consider releasing some of
these TIF areas to help offset the general fund increased expenses. :

Comparisons 2005-2006 to 2006-2007 Management Analysis

In the process of preparing for the 2006 - 2007 budget year, the Sheldon City Council was
working with very comparable numbers from the previous year. Due to the continuation of roll-
back, general operating items remained the same. With increased expenses, the City Council
continues to find ways to provide basic essential services to the community. With minor
increases to revenues, it helps to offset some increased expenses. Any major capital
expenditures were budgeted from various reserve funds.

This year some of the major projects that have been budgeted for through the general fund

include a new administration building at the airport, repairs to the museum clay tile roof,
computer upgrades, a new ambulance, a police vehicle, and a car camera system.
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Once again this year, we have seen a growth in the amount of revenue being generated through
tax increment financing (TIF). With increased demand for development, the City Council
continues to consider various infrastructure needs to these areas. With the completion of the
Highway 60 Expressway, the City Council will need to continue to evaluate the need for
additional improvements for years to come. Some of the projects that are being considered with
TIF funds this year are a north water main extension, an extension of a street in the Sunshine
Addition and major improvements to C and D Streets. Funds are also being utilized for asphalt
overlay projects and potential demolition of some dilapidated buildings. The City Council is also
considering districts to be released from TIF and paying down existing debt.

Once again this year, the City proposed a rate increase of 4% to the water and sewer utilities.
Due to increased operating costs and potential projects, it was necessary to adopt such an
increase. There were once again a number of improvements proposed for these departments.
Both facilities improved their control panels to accommodate alarms within their own system.
This will provide a much more reliable system to the customers. There were also a number of
improvements to the facilities, such as roof repairs, replacing some doors and windows and
tuck-pointing. The City also is a member of Lewis and Clark Rural Water System, which will
provide an additional 1.3 million gallons per day to the City in the future. The Council is
considering bonding for their remaining capital cost share for the project, which is estimated at
$1.8 million. We also continue to improve the various water and sewer lines around the
community to improve the service that we provide.

Contacting the City's Financial Management

This financial report is designed to provide our citizens, taxpayers, customers, and creditors with
a general overview of the City's finances and to show the City's accountability for the money it
receives. If you have any questions about this report or need additional financial information,
contact Arlene Budden, City Clerk/Treasurer or Scott Wynja, City Manager, 416 Sth St.,
Sheldon, lowa.
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CITY OF SHELDON
STATEMENT OF NET ASSETS
JUNE 30, 2006

ASSETS

Cash and pooled investments ..........cocccooeeieii.

Receivables - net, where applicable, of
allowances for uncollectibles:
Property tax:

Delinquent ..o
Succeeding Year .........ooovviievive e

Tax increment financing;

Delinquent ..o
Succeeding YEar ........ccvvcvviiiieei e,
Accounts and unbilled usage ..............occcovviennn
Special assessments ...
Accrued interest ...
Due from other governments .........ccceeoeeveeiieiee e,
INVENIOTIES .o
Prepaid eXpenses ......c.ociiiviiee e
Land held forresale ........cocoiiviic

Restricted assets:

Cash and pooled investments ........c..ccccceeeevininn,
Accrued interest receivable ..o

Due from Sheldon Chamber & Development

Corporation (SCDC) ..o,
Accrued interest on due from SCDC ...,
Loan fees - net of accumulated amortization ..........
Capital assets - net of accumulated depreciation ...

TOTAL ASSETS

Business
Governmental Type
Activities Activities

$ 2,127,421 $ 995,393

EXHIBIT A

Total

$ 3,122,814

10,842 10,842
1,118,372 1,118,372
12,357 12,357
1,202,113 1,202,113
92,036 167,415 259,451
57,051 57,051
22,897 11,284 34,181
112,062 112,062
28,382 28,382

106,887 106,887
170,359 170,359
189,913 189,913

1,953 1,953

1,217,208 1,217,208
35,282 35,282
5,760 5,760

8.986,346 5,359,858 _ 14,346,204
15,271,233 6,759,958 22,031,191

See Notes ¢ Financial Statemenis
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CITY OF SHELDON
STATEMENT OF NET ASSETS - Continued

JUNE 30, 2006

EXHIBIT A

Business
Governmental Type
Activities Activities Total
LIABILITIES
Accounts payable ... $ 162454 § 29420 $ 191,883
Contracts payable ........cc.oviiici e, 88,062 88,062
Medical claims payable ........cccocoiiiviiininie 22,798 15,581 38,379
Salaries payable .........ccoocoiiii 8,955 5,623 14,578
Accrued interest payable ... 28,889 2,041 30,940
Deferred revenues:
Succeeding year property tax .....o..ccoveeiiieiinins 1,118,372 1,118,372
Succeeding year tax increment financing ............. 1,202,113 1,202,113
Other (e 56,267 56,267
Long-term liabilities:
Portion due or payable within one year;
Customer deposils ......ocovvvvvniiirircen e, 22,275 22,275
Compensated absences ....c.oooooviieiiiienns 74,444 37,573 112,017
General obligation bonds ..., 360,000 360,000
Sales tax bonds ... 110,000 110,000
Revenue NoteS ... 34,000 34,000
Other long-term debt ......ccociviviii 58,715 58,715
Portion due after one year:
General obligation bonds - net of
unamortized discount .....ooovovvee e, 1,882,092 1,882,092
Sales 1ax bonds ... 1,000,000 1,000,000
Revenues Notes ..o e, 591,000 591,000
Other long-term debt ..., 417,683 417.683
TOTAL LIABILITIES 6,590,854 737,522 7,328,376
NET ASSETS
Invested in capital assets - net of related debt ........ 6,375,064 4,740,618 11,115,682
Restricted for:
Debt ServiCe .o e 13,632 13,632
Land held forresale .....o.cocccoiiiiiiiiicii 170,359 170,359
Special revenue purpoSes ...ovvereeviiieeeesiiieneen, 971,802 971,902
Revenue note retirement ..o, 9,221 9,221
Sewer Improvement ... 80,000 90,000
Sewer replacement ... 70,370 70,370
Unrestricted .....oooviieeici 1,149,422 1,112,227 2,261.649

TOTAL NET ASSETS

See Notes to Financial Statements
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CITY OF SHELDON
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2006

Program Revenues

Operating Capital
Grants, Grants,
Coniributions, Contributions,
and and
Charges for Restricted Restricted
Expenses Services Interest Interest
FUNCTIONS/PROGRAMS:
GOVERNMENTAL ACTIVITIES:
Public safety ... $ 695559 § 155,874 $ 17,924 $ 1,825
PUublic Works ..o oviie e 1,073,998 287,817 412,877 17,342
Culture and recreation ..........cooveevvineiiennns 541,213 102,881 76,308
Community and economic development ... 379,407 350 8,755 156,968
General government ..o vieeiisenir e 416,722 24,310 246
Interest and fees on long-term debt .......... 190,362 54,938
TOTAL GOVERNMENTAL
ACTIVITIES 3,297,261 626,170 514,111 176.235
BUSINESS TYPE ACTIVITIES:
Water e 762,128 777,612 1,806
SEWET i ee e 641,172 566,385 1.641

TOTAL BUSINESS TYPE ACTIVITIES _1,403,300 _ 1,343,997 3,447

TOTAL $4,700,561 $1.970,167 $517,558 $176,235

GENERAL REVENUES:

Property and other city taxes levied for:
General pUrPOSES ..v.veve e
Debi 8ervice ...ooccvviiviicc e,

Tax increment financing .......cccoiveieeeveeen,

Local option sales tax ......coecveviievivnininn,

Unrestricted investment earnings .............

Unrestricted miscellaneous .............coeeee...

Fixed asset transfers ..o i,

TOTAL GENERAL REVENUES

CHANGE IN NET ASSETS ...

NET ASSETS - BEGINNING OF YEAR .......

NET ASSETS - END OF YEAR

See Notes fo Financial Statements
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Exhibit B

Net {(Expense) Revenue and Changes in Net Assets

Governmental Business Type
Activities Activities Total
$ (519,836) $ (519,836)
(355,962) (355,962)
(362,023) (362,023)
(215,334) {215,334)
{392,166) {(392,166)
{135,424) (135.424)
{1,980,745) (1,880,745)
$ 17,290 17,290
{73.148) (73.146)
(55.856) (55.856)
{1,880,745) (55,856) {2.036.601)
1,191,005 1,191,005
82,836 82,836
1,151,255 1,151,255
367,107 367,107
70,225 33,884 104,109
43,0860 43,060
{76,141) 76.141
2,829,347 110,625 2.939,372
848,602 54,169 902,771
7.831.777 5,968,267 13,800.044
$8,680.379 $6,022,436 $14,702.815

See Notes to Financial Statements
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CITY OF SHELDON
BALANCE SHEET - GOVERMENTAL FUNDS
JUNE 30, 2006

ASSETS
Tax increment  Road Use Debt
General Financing Tax Service
ASSETS:
Cash and pooled investments ...........coovenee $ 659,966 $ 262,605 $ 78322 % 6,395
Receivables - net, where applicable, of
altowance for uncollectibles;
Property tax;
Delinguent ..o 6,771 786
Succeeding year ......cooceeiiiiiieeeee, 713,335 30,780
Tax increment financing;
Delinquent ... 12,357
Succeeding Year ........cccocoviceviveniirieninnn, 1,202,113
ACCOUNS i 90,146
Special assessments .......oooeeiiieieen. 57,0561
Accrued interest ... et —————— 10,976 1,384 68
Due from other governments ........................ 3,830 32,040
Land held forresale ..........ooovvvvveviccece
Due from Sheldon Chamber &
Development Corporation (SCDC) ..............
Accrued interest on due from SCDC ...
TOTAL ASSETS $1,642.075 $1,478,459 $110.362  5.38,029
LIABILITIES AND FUND EQUITY
LIABILITIES:
Accounts payable ... $ 117,624 $ 3975 $ 13,222
Contracts payable ...........ccoiii,
Duetootherfunds .......c...coovvvieiiiiniiinn,
Salaries payable ....oocccciiiiiin 5,741 2,249
Deferred revenue:
Succeeding year property tax . ......ccceoere, 713,335 $ 30,780
Succeeding year tax increment financing . 1,202,113
Due from SCDC and related accrued interest
DHNET e 57,0581
TOTAL LIABILITIES 893,751 1,206,088 15,471 30,780
FUND BALANCES:
Reserved for debt service ..., 7.249
Reserved for land heid forresale .................
Unreserved:
Designated for future equipment
PUICHASES oo vessiini e 163,043 34,660
LUndesignated:
Reported in:
General fund ... 485,281
Special revenue funds ... 272,371 60,231
Capital projects funds .........c.cccevvienen,
TOTAL FUND BALANCES 648,324 272,371 94.891 7,249
TOTAL LIABILITIES AND
FUND BALANCES $1,542,075 $1.478,459 $110,362  $.38,029

See Notes to Financial Statements
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EXHIBIT C

Total
Nonmajor
Capital Governmental
Projects Funds Total
$ 367.426 $ 596,105 $1,970,819
3,285 10,842
374,257 1,118,372
12,357
1,202,113
90,146
57,051
2,589 5,448 20,465
76,192 112,062
170,359 170,359
1,217,208 1,217,208
35,282 35,282
$1,792.864  $1.056287  $6,017,076
$ 27,362 $ 271 $ 162,454
88,062 88,062
15,422 15,422
965 8,955
374,257 1,118,372
1,202,113
1,252,490 1,252,480
57.051
1,367,914 390,915 3,904,919
7,249
170,359 170,359
197,703
485,281
664,372 986,974
254 591 254 591
424,950 664,372 2,112,157
$1.792,864  $1,055.287  $6,017.076

See Notes to Financial Statements



EXHIBIT D
CITY OF SHELDON
RECONCILIATION OF THE BALANCE SHEET -
GOVERNMENTAL FUNDS TO THE STATEMENT OF NET ASSETS
JUNE 30, 2006

TOTAL GOVERNMENTAL FUND BALANCES PER EXHIBITC ..., $2,112,157

AMOUNTS REPORTED FOR GOVERNMENTAL ACTIVITIES IN THE
STATEMENT OF NET ASSETS ARE DIFFERENT BECAUSE:

Capital assets used in governmental activities are not current financial
resources and, therefore, are not reported in the funds. The cost of the assets
is $15,509,084 and the accumulated depreciation is $6,522,738. .........ccoceeveinen. 8,986,346

Prepaid expenses are not available to pay current period expenses and,
therefore, are not recorded in the funds. .......ccoviiiiiic 106,887

The receivable and related accrued interest due from Sheldon Chamber &
Development Corporation are not available {0 pay current period expenses and,
therefore, are deferred inthe funds. ..., 1,252,490

Certain other receivables are not available to pay current period expenses and,
therefore, are deferred in the fUNAS. ... s 784

The internal service fund is used by the City to charge the cost of partial self

funding the City's health insurance benefit plan to the individual funds. A portion

of the assets and liabilities of the internal service fund are included in

governmental activities in the Statement of Net Assets. ..., 153,548

Long-term liabilities, including bonds and other long-term debt, compensated
absences, and accrued interest payable, are not due and payable within the

current period and, therefore, are not reported as liabilities in the funds. ............. (3,931,833)
NET ASSETS OF GOVERNMENTAL ACTIVITIES PER EXHIBIT A $8.680,379

See Notes to Financial Statements
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CITY OF SHELDON
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES -
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2006

Tax Increment  Road Use Debt
General Financing Tax Service
REVENUES:
Property 1aX ..o e $ 728,227 $ 80,680
Tax increment financing ........ccovvvvvvveenene $1,151,255
Other City taxes ......cccoevii v 56,709 2,156
Licenses and permits .........ccceevvieviiennnenns 10,443
Use of money and property ..o 87,296 13,956 5,134
Intergovernmental ..., 77,276 $411,072
Charges for services ......covecvvvinnniinnnn, 492 286
Special assessments .....c.cccevvceeiveniiieens 653
Miscellansous . ....cceceiiiiviiee e 87.371 350
TOTAL REVENUES 1,540,261 1,165,561 411,072 87.970
EXPENDITURES:
Public safety ..o, 547,143
Public WOrks .......occcvvieviiic e, 301,051 410,039
Culture and recreation ............cccoccecvevnnee 393,631
Community and economic development ... 30,624 70,541
General government ........c..oooeeiiiviirneeeennn, 214,194
Debt service ...ooovvivieee 15,337 34,261 30,429 548,316
Capital projects .......cccevveiciicicc 177,383
TOTAL EXPENDITURES 1,501,980 282,185 440,468 548,318
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES 38,281 883,376 (29.,396) _(460,3486)
OTHER FINANCING SOURCES (USES):
Operating transfers in .......cc.coceviviiienn 34,537 464,536
Operating transfers out ..., (32,428) {842,954) {20,000)
Gain on sale of fixed asseis ..................... 10,000
Gainonsale of [ofs ..o
TOTAL OTHER FINANCING
SOURCES (USES) 12,109 (842.954) 444 536
NET CHANGE IN FUND BALANCES -
GOVERNMENTAL FUNDS 50,390 40,422 (29,396) (15,810)
FUND BALANCES - BEGINNING OF YEAR 597.934 231,949 124,287 23,059
FUND BALANCES - END OF YEAR $ 648,324 $..272,371 $.94801 § 7249

See Notes to Financial Statemenis
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EXHIBIT E

Total
Nonmaijor
Capital Governmental
Projecis Funds Totai
$ 354,556 $1,163,463
1,151,255
418,620 477,485
10,443
$ 8,792 20,313 135,491
488,348
492,286
653
10,468 32,505 130,694
19,260 825,994 4,050,118
162,587 709,730
108,901 819,991
39,048 432,679
45,223 146,388
105,900 320,004
153,115 781,458
745411 19,233 942,027
745411 634,007 4,152,367
(726,151) 191,987 (102.249)
425,839 25,007 949,919
(54,537) (949,919)
10,000
118,176 118,176
544 015 (29,530) 128,176
{182,136) 162,457 25,927
607.086 501,915 2,086,230

$..424,950 $ 664,372 $2,142,157

See Notes to Financial Statemenis
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EXHIBIT F
CITY OF SHELDON
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS TO
THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2006

NET CHANGE IN FUND BALANCES - GOVERNMENTAL FUNDS
PEREXHIBITE ... $ 25,927

AMOUNTS REPORTED FOR GOVERNMENTAL ACTIVITIES IN
THE STATEMENT OF ACTIVITIES ARE DIFFERENT BECAUSE:

Governmental funds report capital outlays as expenditures while
governmental activities report depreciation expense {o allocate
those expenditures over the life of the assets. Capital expenditures
exceeded depreciation expense for the year, as follows:

Expenditures for capital assets ........cooviiiiii o, $ 902,632
Transferred to water and SEWET ..........ocoiivivcirverneivernenneriarianne (76,141)
Depreciation exXpense .........vveieiiiie e (590,970) 235,521

Prepaid expenses are not available to pay current period expenses
and, therefore, are not recorded in the funds. The change in
prepaid expenses results in differences between the statements,

as follows:
Prepaid expenses -end of year ... 106,887
Prepaid expenses - beginning of year ......cccccee i, (123.272) (16,385)

The receivable and related accrued interest due from Sheldon
Chamber & Development Corporation (SCDC) is not available to
pay current pericd expenses and, therefore, are deferred in the
funds. The change in these deferred amounts results in
differences between the statements as follows:

Due from SCDC deferred -end of year ............cccociiviniiene 1,217,208
Accrued interest SCDC deferred -end of year ......ccoocooeeei 35,282
Due from SCDC deferred - beginning of year ......ccoccvvveeeiienne. (1,217,208)
Accrued interest SCDC deferred - beginning of year ............... (34.470) 812

Certain other receivables are not available to pay current period
expenses and, therefore, are deferred in the funds. The change
in these deferred amounts results in differences between the
statements, as follows:

Special assessments deferred - end of year ..., 784
Ambulance and other receivables deferred - beginning of year (15,388)
Special assessments deferred - beginning of year ................... (1.382) (15,986)

See Notes to Financial Statements
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EXHIBIT F
CITY OF SHELDON
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS TO
THE STATEMENT OF ACTIVITIES - Continued
FOR THE YEAR ENDED JUNE 30, 2006

Proceeds from issuing long-term liabilities provide current financial
resources to the governmental funds, but issuing debt increases
long-term liabilities in the Statement of Net Assets. Repayment of
long-term liabilities is an expenditure in the governmental funds,
but the repayment reduces long-term liabilities in the Statement of
Net Assets. Current year repayments exceeded new issues, as

follows:
Amortization of bond discount ............cooiiic e, $  (3,070)
RepaymeNnts . ..o 554,941 $ 551,871

Some expenses reported in the Statement of Aclivities do not
require the use of current financial resources and, therefore, are
not reported as expenditures in governmental funds. The change
in these accrued expenses results in differences between the
statements, as follows:

Compensated absences -end ofyear ............ccoeeiiiiiiie (74,444)
Accrued interest payable -end of year ........coco (28,899)
Compensated absences - beginning of year .................cc.coe 76,198
Accrued interest payable - beginning of year .........occcccciinnn, 68,124 40,979

The internal service fund is used by the City to charge the cost of

partial self funding the City's health insurance benefit plan to the

individual funds. A portion of the change in net assets of the

internal service fund is reported with governmental activities. ....... 25,863

CHANGE IN NET ASSETS OF GOVERNMENTAL ACTIVITIES
PER EXHIBIT B $ 848,602

See Notes to Financial Statements
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CITY OF SHELDON
STATEMENT OF NET ASSETS - PROPRIETARY FUNDS
JUNE 30, 2006

ASSETS

Enterprise Funds

EXHIBIT G

Internal
Service

Water Sewer Total Self-Insurance
ASSETS
Cash and pooled investments ...........cceeevne $ 707,812 § 203,632 $ 911,451 $240,544
Receivables - net of allowance for
uncoliectibles:
Accounts and unbilled usage .................... 97,916 68,485 166,401 2,904
Accrued interest ..o 6,965 3,016 9,981 3,735
[NMVENIOMIES i 18,245 10,137 28,382
Due from other funds ......occiiiniiiionnn 36,377 36,377 27,049
Restricted assets:
Revenue note and interest sinking account:
Cash and pooled investments ............... 9,221 9,221
Revenue note improvement account:
Cash and pooled investments ................ 90,000 90,000
Revenue note debt service account;
Cash and pooled investments ............... 68,417 68,417
Accrued interest ..o 1,953 1,953
Customer deposits - cash .......ovccvvievcnnnnns 22,275 22,275
Loan fees - net of accumulated amortization 5,760 5,760
Capital assets - net of accumulated
AepreCialion ......circverr e 2,197,409 3,162,449 5,359,858
TOTAL ASSETS 3.086,998 3,623,077 6,710,076 274,232
LIABILITIES:
Accounts pavable .. 11,049 18,380 298,429
Medical claims payable ..., 38,379
Salaries payable ........ccc.cooiiiiii 2,953 2,670 5,623
Due to ofther funds ..o 6,150 41,854 48,004
Payable from restricted assets:
Accrued interest payable ... 2,041 2,041
Customer deposits ........cooov v, 22,275 22,275
Revenue bonds payable ...l 625,000 625,000
Compensated absences ..........c..cocceeeieeen. 15,640 21,933 37,573
TOTAL LIABILITIES 58,067 711,878 769,945 38,379
NET ASSETS:
Invested in capital assets - net of related debt 2,197,409 2,543,209 4,740,618
Restricted for:
Revenue note retirement ..ol 9,221 9,221
Sewer improvement ...............cccieeeienn, 90,000 90,000
Sewer replacement ...........cc.oooceiieen e, 70,370 70,370
Unrestricted ..o 831,523 198,399 1,029,822 235,853
TOTAL NET ASSETS $3,028,932 $2.911.199 $5,940,131 $235,853

See Notes to Financial Statements
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EXHIBIT H
CITY OF SHELDON
RECONCILIATION OF STATEMENT OF NET ASSETS - PROPRIETARY FUNDS TO
THE STATEMENT OF NET ASSETS
JUNE 30, 2006

TOTAL NET ASSETS - ENTERPRISE FUNDS PER EXHIBIT G ... $5,940,131

AMOUNTS REPORTED FOR BUSINESS TYPE ACTIVITIES IN THE
STATEMENT OF NET ASSETS IS DIFFERENT BECAUSE:

The internal service fund is used by the City to charge the cost of partial self
funding the City's health insurance benefit plan to the individual funds. A portion
of the assets and liabilities of the internal service fund are included in business

type activities in the Statement of Net Assets. ... 82,305
TOTAL NET ASSETS - BUSINESS TYPE ACTIVITIES PER EXHIBIT A 36,022,436

See Notes to Financial Statements
25



CITY OF SHELDCN

EXHIBIT |

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS -
PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2006

OPERATING REVENUES:

Charges for services ..........cccevvvveiienn.

Reimbursements from operating funds
Reimbursements from employees

AN INSUFANCE 1vivveeivvrienrir e rririee e e

Miscellaneous:

Miscellaneous ....ccccccvvvveevvivieviiien e,

TOTAL OPERATING REVENUES

OPERATING EXPENSES:
Business type activities:

Cost of sales and services ..................
Depreciation ......o.ccooviiviicniiiinien,
Amortization ...
Insurance charges and claims ............

TOTAL OPERATING EXPENSES

OPERATING INCOME (LOSS)

Enterprise Funds

Internal
Service

NON-OPERATING REVENUES (EXPENSES);

Interestincome ...

Interest expense:

Revenue note ..........cocooovveeeenennn,

TOTAL NON-OPERATING
REVENUES (EXPENSES)

NET LOSS BEFORE TRANSFERS
FROM GOVERNMENTAL FUNDS

Fixed assets transferred in .........coceeeern,

CHANGE IN NET ASSETS

NET ASSETS - BEGINNING OF YEAR ...

NET ASSETS - END OF YEAR

Water Sewer Total Self-Insurance
$ 765827 $ 566,385 $1,332,212
$325,717
74,324
11,785 11,785 -
777.612 566,385 1,343,997 400,041
662,841 452,752 1,115,583
106,551 168,426 274,977
438 438
365,542
769,392 621,616 1.391.008 365,542
8,220 {55,231) {47.011) 34,499
20,354 13,530 33,884 8,205
(25,686) (25.6886)
20,354 {12,156) 8.198 8,205
28,574 (67,387) (38,813) 42,704
45,396 30.745 76,141
73,970 (36,642) 37.328 42,704
2954962 2947 841 5,902,803 193,149
$3.028932 $2911.199  $5940.131 $235,853

See Notes to Financial Statements
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EXHIBIT J
CITY OF SHELDON
RECONCILIATION OF STATEMENT OF REVENUE, EXPENSES, AND CHANGES IN
NET ASSETS - PROPRIETARY FUNDS TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2006

TOTAL CHANGE IN NET ASSETS - ENTERPRISE FUNDS PER EXHIBIT | ....... $ 37,328

AMOUNTS REPORTED FOR BUSINESS TYPE ACTIVITIES IN THE
STATEMENT OF ACTIVITIES ARE DIFFERENT BECAUSE:

The internal service fund is used by the City to charge the cost of partial self
funding the City's health insurance benefit ptan to the individual funds. A portion
of the change in net assets of the internal service fund is reported with business

BYPE ACHIVITIES. et 16,841
CHANGE IN NET ASSETS OF BUSINESS TYPE ACTIVITIES PER EXHIBIT B $ 54,169

See Notes to Financial Statements
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EXHIBIT K
CITY OF SHELDON
STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2006

Internal
Enterprise Funds Service
Water Sewer Total Seif-lnsurance
CASH FLOWS FROM
OPERATING ACTIVITIES:
Cash received from customers .................. $ 769,302 $ 563,075 $1,332,377
Cash received from employees and
INSUFENCE .\iivve i ieeeeer e eees s esievierssaneniens $ 71,770
Other operating receipts ... 11,785 11,785
Cash payments from operating funds ....... 298,668
Cash payments fo employees for services  (216,175)  (210,443) {426,618)
Cash payments for goods and services ... _ (454,446) _ (235,144) (689,590) (363,973)
NET CASH PROVIDED BY
OPERATING ACTIVITIES 110,466 117,488 227,954 6,465
CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES:
INterfund 10aNs .....oovvvevirviiirs e 35,000 (35,000)
NET CASH PROVIDED BY
(USED FOR) NONCAPITAL
FINANCING ACTIVITIES 35,000 (35,000)
CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES:
Acquisition of fixed assets ...oiiiviinnn (11,321} {11,321)
Principal paid on revenue note ..........ceeuves (33,000} (33,000}
Interest paid on revenue note .............oe.e. (25,794) (25,794)
NET CASH (USED FOR)
CAPITAL AND RELATED
FINANCING ACTIVITIES {70,115) (70,115)
CASH FLOWS FROM INVESTING
ACTIVITIES:
Interest on investments ..o, 13.618 9,555 23,173 5152
NET CASH PROVIDED BY
INVESTING ACTIVITIES 13,618 9,555 23,173 5,152
NET INCREASE IN CASH AND
CASH EQUIVALENTS 159,084 21,928 181,012 11,8617
CASH AND CASH EQUIVALENTS -
BEGINNING OF YEAR ..o, 571.003 349,349 920,352 228,927
CASH AND CASH EQUIVALENTS -
END OF YEAR $ 730,087 $ 371277 $1,101,364 $240,544

See Notes to Financial Statements
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EXHIBIT K
CITY OF SHELDON
STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS - Continued
FOR THE YEAR ENDED JUNE 30, 2006

Internal
Enterprise Funds Service
Water Sewer Total Self-insurance
RECONCILIATION OF OPERATING
INCOME TG NET CASH PROVIDED BY
OPERATING ACTIVITIES:
OPERATING INCOME (LOSS) i 3 8220 § (55231) § (47,011) $ 34,499
ADJUSTMENTS TO RECONCILE
OPERATING INCOME TC NET CASH
PROVIDED BY OPERATING ACTIVITIES:
Depreciation ..o 106,551 168,426 274,977
AMOrtzation .......ccce i, 438 438
Changes in assets and Habilities:
{Increase) in accounts receivable and
unbilled USAGE ..., {18,136) (3,310) (21,448) (2,554)
{Increase) decrease in inventories ......... 9,893 (2,471) 7,422
(Increase) in due from other funds ......... (27,049)
Increase (decrease) in accounts payable {269) 4,284 4,015
increase in medical claims payable ....... 1,569
Increase in due to other funds ............... 6,150 5477 11,627
Increase (decrease) in salaries payable (59) 64 5
Increase in customer deposits ............... 2,075 2,075
{Decrease) in compensated absences .. {3,959) {189) {4,148)
TOTAL ADJUSTMENTS 102,246 172,719 274,965 {28.034)
NET CASH PROVIDED BY
OPERATING ACTIVITIES $ 110466 $ 117,488 $ 227,954 $_ 6465
RECONCIHJATION OF CASH AND CASH
EQUIVALENTS AT YEAR END TO
SPECIFIC ASSETS INCLUDED ON THE
STATEMENT OF NET ASSETS
Cash and pooled investments ................. $ 707,812 $§ 203,639 $ 911,451 $240,544
Restricted assets - cash and pooled
investments:
Revenue note and interest sinking
BCCOUNE e 9221 9,221
Revenue note improvement account ..... 90,000 90,000
Revenue note debt service account ....... 68,417 68,417
Customer deposits .......occovivivierecieennnn. 22275 22,275
CASH AND CASH EQUIVALENTS -
END OF YEAR $.730087 § 371277  §$1,101.364 $240.544

See Notes to Financial Statements
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EXHIBIT K
CITY OF SHELDON
STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS - Continued
FOR THE YEAR ENDED JUNE 30, 2006

Internal
Enterprise Funds Setvice
Water Sewer Total Self-Insurance
NON-CASH CAPITAL AND RELATED
FINANCING ACTIVITIES:
Two water projects and a sewer project
were paid by a governmental fund type
and transferred to the enterprise funds.
Cost transferred in ...o.ooooeeiinn i $ 45306 $_ 30745 $§ 76,141 3

See Notes to Financiai Statements
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EXHIBIT L
CITY OF SHELDON
STATEMENT OF FIDUCIARY ASSETS AND LIABILITIES
JUNE 30, 2006

Agency
Cafeteria
Plan
ASSETS:
Cash and pooled INVESIMENTS ... $ 6,782
LIABILITIES:
Cafeteria plan benefits payable ...........coooi i 6,782
NET ASSETS $

See Notes to Financial Statements
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1.

CITY OF SHELDON
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City of Sheldon is a political subdivision of the State of lowa located in O'Brien and
Sioux Counties. |t was first incorporated in 1878 and operates under the Home Rule
provisions of the Constitution of lowa. The City operates under the Mayor-Council-
Manager form of government with the Mayor and Council Members elected on a non-
partisan basis. The City of Sheldon provides numerous services to citizens including
public safety, public works, health and social services, culture and recreation, community
and economic development, and general government services. |t also provides water and
sewer utilities.

The financial statements of the City of Sheldon have been prepared in conformity with
U.S. generally accepted accounting principles (GAAP) as prescribed by the Governmental
Accounting Standards Board.

A. Reporting Entity

For financial reporting purposes, the City has included all funds, organizations, account
groups, agencies, boards, commissions and authorities. The City has also considered all
potential component units for which it is financially accountable and other organizations for
which the nature and significance of their relationship with the City are such that exclusion
would cause the City’s financial statements to be misleading or incomplete. The
Governmental Accounting Standards Board has set forth criteria to be considered in
determining financial accountability. These criteria include appointing a voting majority of
an organization’s governing body and (1) the ability of the City to impose its will on that
organization or (2) the potential for the organization to provide specific benefits to or
impose specific financial burdens on the City. It was determined that the City has no
component units.

The City also participates in several jointly governed organizations that provide goods or
services to the citizenry of the City but do not meet the criteria of a joint venture since
there is no ongoing financial interest or responsibility by the participating governments.
City officials are members of the following boards and commissions: Northwest lowa Area
Solid Waste Agency, O'Brien County Emergency Management Association, O'Brien
County E911 Board, Lewis and Clark Rural Water, and other various organizations.

B. Basis of Presentation

Government-wide Financial Statements - The Statement of Net Assets and the Statement
of Activities report information on all of the nonfiduciary activities of the primary
government. For the most part, the effect of interfund activity has been removed from
these statements. Governmental activities, which are supported by property tax and
intergovernmental revenues, are reported separately from business type activities, which
rely to a significant extent on fees and charges for services.

The Statement of Net Assets presents the City's nonfiduciary assets and liabilities, with
the difference reported as net assets. Net assets are reported in three categories:

Invested in capital assets, net of related debt consists of capital assets, net of
accumulated depreciation and reduced by outstanding balances for bonds, notes and
other debt attributable to the acquisition, construction, or improvement of those assets.
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Restricted net assets result when constraints placed on net asset use are either externally
imposed or imposed by law through constitutional provisions or enabling legisiation.
Additionally, the City has reported an investment in land held for resale as restricted.

Unrestricted net assets consist of net assets not meeting the definition of the two
preceding categories. Unrestricted net assets often have constraints on resources
imposed by management which can be removed or modified.

The Statement of Activities demonstrates the degree to which the direct expenses of a
given function are offset by program revenues. Direct expenses are those clearly
identifiable with a specific function. Program revenues include (1) charges to customers or
applicants who purchase, use, or directly benefit from goods, services or privileges
provided by a given function and (2) grants, contributions, and interest restricted to
meeting the operational or capital requirements of a particular function. Property tax and
other items not properly included among program revenues are reported instead as
general revenues.

Fund Financial Statements - Separate financial statements are provided for governmental,
proprietary funds, and fiduciary funds even though the later are excluded from the
government-wide statements. Major individual governmental and proprietary funds are
reported as separate columns in the fund financial statements. All remaining
governmental funds are aggregated and reported as nonmajor governmental funds.

The City reports the following major governmental funds:

The General Fund is the general operating fund of the City. All general tax revenues and
other revenues not allocated by law or contractual agreement to some other fund are
accounted for in this fund. From the fund are paid the general operating expenditures, the
fixed charges, and the capital improvement costs not paid from other funds.

Special Revenue:
The Tax Increment Financing Revenues Fund is used to account for revenues
from the tax authorized by ordinance in the urban renewal district and used to pay
the principal and interest on the general obligation capital loan notes and other
indebtedness incurred for urban renewal redevelopment projects.

The Road Use Tax Fund is used to account for revenues received from the State
of lowa used for road construction and maintenance.

The Debt Service Fund is used to account for the payment of inferest and principal on the
City's general long-term debt.

The Capital Projects Fund is used to account for all resources used in the acquisition and
construction of capital facilities,

The City reports the following major proprietary funds:
Enterprise:

The Water Fund is used to account for the operation and maintenance of the City's water
system.

The Sewer Fund is used to account for the operation and maintenance of the City's
wastewater treatment and sanitary sewer system.
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Additionally, the City reports the following funds:

Proprietary Fund - An Internal Service Fund is utilized to account for the financing of
goods or services purchased by one department of the City and provided to other
departments or agencies on a cost reimbursement basis.

Fiduciary Fund - Agency Fund is used to account for assets held by the City as an agent
for individuals.

C. Measurement Focus and Basis of Accounting

The government-wide and proprietary fund financial statements are reported using the
economic resources measurement focus and the accrual basis of accounting. Revenues
are recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Property tax is recognized as revenue in
the year for which it is levied. Grants and similar items are recognized as revenue as soon
as all eligibility requirements imposed by the provider have been satisfied.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are
recognized as soon as they are both measurable and available. Revenues are considered
to be available when they are collectible within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the City considers
revenues to be available if they are collected within 60 days after year end.

Property tax, local option sales tax, intergovernmental revenues (shared revenues, grants,
and reimbursements from other governments) and interest are considered to be
susceptible to accrual. All other revenue items are considered to be measurable and
available only when cash is received by the City.

Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, principal and interest on long-term debt, claims and judgments and
compensated absences are recognized as expenditures only when payment is due.
Capital asset acquisitions are reported as expenditures in governmental funds. Proceeds
of general long-term debt are reported as other financing sources.

Under terms of grant agreements, the City funds certain programs by a combination of
specific cost-reimbursement grants, categorical block grants and general revenues. Thus,
when program expenses are incurred, there are both restricted and unresfricted net assets
available to finance the program. It is the City's policy to first apply cost-reimbursement
grant resources to such programs, followed by categorical block grants and then by
general revenues.

The proprietary funds of the City apply all applicable GASB pronouncements, as well as
the following pronouncements issued on or before November 30, 1989, unless these
pronouncements conflict with or contradict GASB pronouncements: Financial Accounting
Standards Board Statements and Interpretations, Accounting Principles Board Opinions
and Accounting Research Bulletins of the Committee on Accounting Procedure.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally resuit from providing services and producing
and delivering goods in connection with a proprietary fund's principal ongoing operations.

The principal operating revenues of the City's Enterprise Funds are charged to customers
for sales and services. Operating expenses for Enterprise Funds include the cost of sales
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and services, administrative expenses and depreciation on capital assets. All revenues
and expenses not meeting this definition are reported as non-operating revenues and
expenses.

The City maintains its financial records on the cash basis. The financial statements of the
City are prepared by making memorandum adjusting entries to the cash basis financial
records.

D. Assets, Liabilities and Fund Equity
The following accounting policies are followed in preparing the financial statements:

Cash, Pooled Investments, and Cash Equivalents - The cash balances of most City funds
are pooled and invested. Interest earned on investments is recorded in the General Fund
unless otherwise provided by law. Investments consist of interest-bearing cash accounts,
certificates of deposit, and perfected repurchase agreements which are stated at cost.

For purposes of the statement of cash flows, ali short-term cash investments that are
highly liquid (including restricted assets) are considered to be cash equivalents.

Property Tax Receivable, Including Tax Increment Financing - Property tax, including tax
increment financing, in governmental funds is accounted for using the modified accrual
basis of accounting.

Property tax receivable is recognized in these funds on the levy or lien date, which is the
date the tax asking is certified by the City to the County Board of Supervisors. Current
year property tax receivable represents taxes collected by the County but not remitted to
the City at June 30, 2006 and unpaid taxes. The succeeding year property tax receivable
represent taxes certified by the City to be collected in the next fiscal year for the purposes
set out in the budget for the next fiscal year. By statute, the City is required to certify its
budget to the County Auditor by March 15 of each year for the subsequent fiscal year.
However, by statute, the tax asking and budget certification for the following fiscal year
becomes effective on the first day of that year. Although the succeeding year property tax
receivable have been recorded, the related revenue is deferred in both the government-
wide and fund financial statements and will not be recognized as revenue until the year for
which it is levied.

Property tax revenues recognized in these funds become due and collectible in September
and March of the current fiscal year with a 1%2% per month penalty for delinquent
payments; is based on January 1, 2004 assessed property valuations, is for the tax
accrual period July 1, 2005 through June 30, 2006 and reflects tax asking contained in the
budget certified to the County Board of Supervisors in March 2005,

Accounts and Unbilled Usage Receivable - Accounts receivable are recorded in the
enterprise funds at the time the service is billed. Unbilled usage for service consumed
between periodic scheduled billing dates is estimated and is recognized as revenue in the
period in which the service is provided.

Special Assessments Receivable - Special assessments receivable represents the
amounts due from individuals for work done which benefits their property. These
assessments are payable by individuals in not less than ten nor more than twenty annual
instaliments, Each annual installment with interest on the unpaid balance is due on
September 30 and is subject to the same interest and penaities as other tax.
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Due From Other Governments - Due from other governments represents various shared
revenues, grants, and reimbursements due from other governments. Shared revenues
are recognized during the period received by the collecting authority, the State of lowa.

Inventories - Proprietary Fund inventories of materials and supplies are valued at cost,
which approximates market, using the first-in, first-out (FIFO) method. The cost of
inventories in the governmental funds are recorded as an expenditure at the time
individual inventory items are purchased.

Restricted Assets - Proceeds from debt and funds set aside for payment of the enterprise
fund revenue note are classified as restricted assets since their use is restricted by
applicable note indentures. Other restricted assets include property held for resale in the
capital projects fund which represents land which the City has purchased. The City
intends to sell the property as soon as possible. In addition, other restricted assets include
customer deposits restricted for application to unpaid customer accounts or for refund to
customers.

Capital Assets - Capital assets, which include property, equipment and vehicles and
infrastructure assets (e.g. roads, bridges, curbs, gutters, sidewalks, and similar items
which are immovable and of value only to the government) are reported in the applicable
governmental or business type activities columns in the government-wide Statement of
Net Assets and in the Proprietary Funds Statement of Net Assets. Capital assets are
recorded at historical cost if purchased or constructed. Donated capital assets are
recorded at estimated fair market value at the date of donation. The costs of normal
maintenance and repair not adding to the value of the asset or materially extending asset
lives are not capitalized. Reportable capital assets are defined by the City as assets with
initial, individual costs in excess of $5,000 and estimated useful lives in excess of two
years.

Capital assets of the City are depreciated using the straight-line method over the following

estimated useful lives:
Estimated Useful Lives

Asset Class {In Years)

Buildings 40 - 50 years
Improvements other than buildings 10 - 40 years
Vehicles 5-10years
Equipment 5-20 years
Infrastructure 10 - 40 years

Deferred Revenue - Although certain revenues are measurable, they are not available.
Available means collectible within the current period or expected to be collected soon
enough thereafter to be used to pay liabilities of the current period. Deferred revenue in
the governmental fund financial statements represents the amount of assets that have
been recognized, but the related revenue has not been recognized since the assets are
not collected within the current period or expected to be collected soon enough thereafter
to be used to pay liabilities of the current period. Deferred revenue consists of delinquent
property tax receivable, special assessments receivable, amounts due from the Sheldon
Chamber and Development Corporation, and other receivables not collected within sixty
days after year end.

Deferred revenue in the Statement of Net Assets consists of succeeding year property tax
and tax increment financing receivable that will not be recognized as revenue until the
year for which they are levied, and special assessments that are ag deferred.
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Compensated Absences - City employees accumulate a limited amount of earned but
unused vacation and sick leave hours for subsequent use or for payment upon
termination, death, or retirement. A liability is recorded when incurred in the government-
wide and proprietary fund financial statements. A liability for these amounts is reported in
governmental fund financial statements only for employees that have resigned or retired.
The compensated absences liability has been computed based on rates of pay in effect at
June 30, 2006. The compensated absences liability attributable to the governmental
activities will be paid primarily by the General and Road Use Funds.

Long-term Liabilities - In the government-wide and proprietary fund financial statements,
long-term debt and other long-term obligations are reported as liabilities in the applicable
governmental or business type activities column in the Statement of Net Assets and the

proprietary fund Statement of Net Assets.

In the governmental fund financial statements, the face amount of debt issued is reported
as other financing sources. Issuance costs, whether or not withheld from the actual debt
proceeds received, are reported as debt service expenditures.

Fund Equity - In the governmental fund financial statements, reservations of fund balance
are reported for amounts that are not available for appropriation or are legally restricted by
outside parties for use for a specific purpose. Designations of fund balance represent
tentative management plans that are subject to change.

CASH AND INVESTMENTS

The City's demand deposits, savings accounts, and certificates of deposit at June 30,
2006 were entirely covered by Federal depository insurance or by a muitiple financial
institution collateral pool in accordance with Chapter 12C of the Code of lowa. This
chapter provides for additional assessments against the members of the pool to insure
there will be no loss of public funds.

The City is authorized by statute to invest public funds in obligations of the United States
government, its agencies and instrumentalities; certificates of deposit or other evidences
of deposit at federally insured depository institutions approved by the City Council; prime
eligible bankers acceptances; certain high rated commercial paper; perfected repurchase
agreements; certain registered open-end management investment companies; certain joint
investment trusts; and warrants or improvement certificates of a drainage district.

The City's cash and investments consisted of the following at June 30, 2006:

Cash 0N haNG ... $ 160
Demand deposits ..o s 79,443
Certificates of deposit/savings acCouMs ........c.cceeiviiiiiicic e 2,770,906
RepUrchase agreements ..ot eere e e 469,000

$3,319.509

The City's investments in repurchase agreements are collateralized by obligations of the
United States government or its agencies. The City has signed a custodial agreement
with the custodian. The repurchase agreements are reported at cost, which approximates
market value. These investments are insured or registered with the securities held by the
City or its agent in the City's name.
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3. ALLOWANCES FOR COLLECTION LOSSES

Allowances have been made for estimated collection losses on the following receivable
amounts:
Allowance for
Gross Collection Net
Receivables Losses Receivables

Accounts and unbilled usage:

General Fund ..o, $ 97,546 $ 7,400 $ 90,146
Enterprise Fund:

VAT i e 101,996 4,080 97,916

WL L et 71,338 2,853 68,485
Internal Service Fund:

Selfinsurance ......ccooceceeiciiiiiii 2,904 2,904

$273.784  $.14.333  $250451

4. DUE FROM SHELDON CHAMBER AND DEVELOPMENT CORPCRATION

During the year ended June 30, 2005, the City issued $1,535,000 of taxable capital loan
notes. A portion of the bond issue was granted to the Sheldon Chamber and
Development Corporation (SCDC). The SCDC used the grant to purchase land for
development and resale. The SCDC has agreed to pay $18,042 per acre to the City as
the land is sold. The price is anticipated to repay the grant, professional fees incurred by
the City, and the SCDC's share of interest expense on the bond issue. A summary of the
amount due as of June 30, 2006 is as follows:

Principal Interest Total
Balance due at June 30, 2005 ..........ccceeveee $1,217,208 $ 34,470 $1,251678
interest accrued to June 30, 2006 ................... 54,938 54,938
Amount forgiven by City during the year ended
June 30,2006 ..o, (54,126) (54,126)
Balance due at June 30, 2006 $1,217.208 $ 35282 $1.252.490

The due from SCDC is deferred in the governmental fund financial statements since it is
not an available financial resource.
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CAPITAL ASSETS

Capital assets activity for the year ended June 30, 20086 was as follows:

Balance Balance
Beginning Transfers End
of Year Additions Deletions In (Out) of Year

GOVERNMENTAL ACTIVITIES:
COST OF CAPITAL ASSETS:
Capital assets not being depreciated:

Construction in progress ......cccevevevn $ 39,085 $512,713 § 551,798

Land .o 406,000 406.000
Total capital assets not being depreciated 445,085 512,713 957,798
Capital assets being depreciated:

Buildings and improvements ............... 5,323,372 24,775 5,348,147

Equipment and vehicles ..............c...... 1,913,832 99,055 §(38,619) 1,974,268

INFrastruCtUre .vovvevivceives e 7.038,923 266,089 $(76,141) _ 7,228,871
Total capital assets being depreciated 14,276,127 389919 _(38.619) (76.141) _14.,551.286
TOTAL COST OF CAPITAL ASSETS 14,721,212 902,632 _ (38.619) (76.141) 15,509,084
ACCUMULATED DEPRECIATION:;
Buildings and improvements ................... 1,958,737 171,597 2,130,334
Equipment and vehicles ....................... 1,141,365 151,087  (38,619) 1,253,833
INfrastruciure . 2.870,285 268,286 3,138,571
TOTAL ACCUMULATED DEPRECIATION _ 5.970,387 590,970 {38,619) 6.522.738

GOVERNMENTAL ACTIVITIES

CAPITAL ASSETS - NET $.8750825 §311662 § §(76,141) $.8,986,346
Baiance Balance
Beginning Transfers End
of Year Additions Deletions in (Oub) of Year
BUSINESS TYPE ACTIVITIES:
COST OF CAPITAL ASSETS:
(1210 Vo ISP PSP 5 84,390 $ 84,390
Water and sewer plants ........ccoceviiiienenns 4841681 $ 11,321 4,853,002
Equipment and vehicles .........coveeeienn, 602,458 8,250 610,708
INfrastructure i 3.996.263 $ 76,141 4.072.404
TOTAL COST 9.524 792 19.571 76,141 9. 620,504
ACCUMULATED DEPRECIATION:
Water and sewer plants ........cccoeenvieeee 2,677,521 129,701 2,807,222
Equipment and vehicles ... 330,778 42,122 372,800
INFrAstructUre ... 977,370 103,154 1,080,524
TOTAL ACCUMULATED DEPRECIATION __3,985,669 274 977 4,260,646
BUSINESS TYPE CAPITAL ASSETS - NET$ 5,539,123  ${255.406) % $ 76,141 $.5,359.858
COST OF LOANFEES .. $ 8,750 $ 8,750
Less accumulated amortization .............. 2552 % 438 2990
LLOAN FEES - NET $ 6198 § {438) % $ $ 5,760

Depreciation was charged to functions of the government as follows:

Governmental Activities:
PUDDG SAIELY .o
PUBHC WOTKS .eovveeiiccvorircree vt eevenrnrens s r bbb errs o sias
Culture and recreation ......cccocoeeiiiio e
General government ..o

Total Gevernmentat Activities

Business Type Activities:
WaLEr it

Tofal Business Type Activities
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6. LONG-TERM LIABILITIES

A summary of changes in long-term liabilities for the year ended June 30, 2006 is as

follows:
Amount Final
Date of Interest Originally Due
Issue Rates Issued Date
GOVERNMENTAL ACTIVITIES:
GENERAL OBLIGATION
BONDS/NOTES:
Essential corporate purpose ...... 9-01-99 5.00-5.40% $1,500,000 6-01-2012
Refunding capital loan notes ..... 5-01-03 2.60% 990,000 6-01-2007
Taxable capital loan notes ......... 11-15-04 3.65-5.056% 1,535,000 6-01-2012
TOTAL
Less unamortized bond discount ..
NET GENERAL OBLIGATION BONDS/NOTES
SALES AND SERVICE TAX BONDS:
Refunding bonds ...........c......... 5-01-03 2.70-430% 1,415,000 6-01-2015
OTHER LONG-TERM DEBT:
Rungers interim TIF loan ........... 4-20-00 6.35% 250,000 5-25-2010
USDA airportican ..................... 6-06-01 4.75% 400,000 6-05-2021
Capitallease ........occcevviernnnnns 4-18-03 87,895
Skateboard park loan ................ 8-26-03 3.00% 43,505 7-01-2006
TOTAL
COMPENSATED ABSENSES ...
TOTAL GOVERNMENTAL
ACTIVITIES
BUSINESS TYPE ACTIVITIES:
REVENUE NOTES:
Sewer revenue capital loan notes  9-15-99 3.92% 814,000 6-01-2020

CUSTOMER DEPOSITS ............
COMPENSATED ABSENSES .....

TOTAL BUSINESS TYPE ACTIVITIES
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Balance Balance Due
Beginning End of Within
of Year Increases Decreases Year One Year
$ 975,000 $120,000 $ 855,000 $125,000
110,000 80,000 30,000 30,000
1,535,000 160,000 1,375,000 205,000
2,620,000 360,000 2,260,000 360,000
(20,978) (3,070) {17.,908)
2,599,022 356,930 2,242 092 360,000
1,220,000 110,000 1,110,000 110,000
145,035 25,725 119,310 27,718
357,699 15,437 342,262 16,171
29,329 29,329
29.276 14.450 14,826 14,826
561,339 84.941 476,398 58,715
76,198 1,754 74.444 74.444
$4,456,559 $553,625 $3.902,934 $603,159
$ 658,000 $ 33,000 $ 625,000 $ 34,000
20,200 $ 2075 22,275 22,275
41,721 4,148 37.573 37.573
$ 719,921 $ 2075 $ 37,148 $.684,848 $ 03,848
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General Obligation Bonds/Notes

The City's total general obligation bonds/notes at June 30, 2006 were $2,260,000. The
bonds issued in September 1999 are anticipated to be repaid with tax increment financing
revenues, and a portion of the bonds issued in November 2004 are anticipated to be
repaid from repayments from the Sheldon Chamber and Development Corporation.

Sales and Service Tax Bonds

On October 3, 1995, the residents of the City approved a local option sales tax at the rate
of 1%. The revenues must be applied 37.5% for property tax refief and 62.5% for
community betterment. The City has issued sales and service tax bonds to defray the cost
of the Community Services Center project in accordance with Chapter 422B. The bonds
are payable from 62.5% of the local option sales tax collected. If the 62.5% is insufficient
to pay the bonds and interest, the shortfall may be paid from debt service. Therefore, the
bonds are a general obligation of the City.

Revenue Notes

The City has a sewer revenue capital loan note issued under a loan agreement between
the City of Sheldon, the lowa Finance Authority, the lowa Department of Natural
Resources, and Norwest Bank lowa, N.A.

The resolution providing for the issuance of the sewer revenue capital loan note include
the foliowing provisions:

(A) The note will only be redeemed from the future earnings of the enterprise activity and
the note holder holds a lien on the future earnings of the funds.

(B) Sufficient monthly transfers shall be made into a separate sewer revenue sinking
account for the purpose of making the principal and interest payments when due.

(C) Additional monthly transfers shall be made to a separate sewer reserve account until a
specific minimum balance has been accumulated. This account is restricted for the
purpose of paying principal and interest payments when insufficient money is available
in the sinking account.

(D) Additional monthly transfers of $2,500 to a sewer improvement account shall be made
until a balance of $90,000 has been accumulated. This account is restricted for the
purpose of paying principai and interest payments when insufficient money is available
in the sinking and reserve accounts and to pay the cost of extraordinary maintenance
expenses or repairs, renewals and replacements not included in the annual budget
and for capital improvements to the systems.

(E) User rates shall be established at a level which produces and maintains net revenues
at a level not less than 110% of the amount of principal and interest on the note falling
due in the same vyear.

During the year ended June 30, 2008, the City was in compliance with all the revenue note
provisions.

42



Other Long-term Debt
As of June 30, 2006, this debt consisted of the following:

(1) Rungers Interim TIF Loan - This loan was used to purchase land for resale. The loan
has an unpaid balance of $119,310 as of June 30, 2006. The loan calls for monthly
payments of $2,855 including interest at 6.35%. The City will make these payments
from TIF revenues. The loan is secured by real property.

{2) Airport Loan - This loan was made through the United States Department of
Agriculture for improvements at the City's airport. The loan has an unpaid balance of
$342,262 as of June 30, 2006, which will be paid from the general fund. The notes call
for annual payments of $32,428 including interest at 4.75%.

(3) Skateboard Park Loan - This loan was issued to finance a new skateboard park. The
loan has an unpaid balance of $14,826 as of June 30, 2006. The loan calls for annual
payments of $15,337 including interest at 3%.

A summary of the City’s long-term debt maturities is as follows:

Governmental Activities

General Obligation Sales and Service Rungers Interim
Year Ending Bonds/Notes Tax Bonds TIF Loan
June 30, Principal Interest Principal interest Principal Interest
2007 $ 360,000 $105,775 $ 110,000 $ 40,530 $ 27718 $§ 6,544
2008 345,000 91,262 110,000 37,560 29,288 4,973
2009 360,000 76,008 115,000 34,260 31,203 3,059
2010 380,000 59,607 120,000 30,522 31,101 1,014
2011 400,000 41,493 125,000 26,322
2012 415,000 21,518 125,000 21,698
2013 130,000 16,823
2014 135,000 11,623
2015 140,000 6,020
2016
2017
2018
2019
2020
2021

Total  $2,260,000 $395.753 $1,110,000 $225,358 $119.310 § 15500

43



Governmental Activities - Continued

Year Ending _Skateboard Park Loan USDA Airport Loan Total
June 30, Principal Interest Principal Interest Principal Interest
2007 $ 14,826 % 494 $ 16,171 $ 16,257 $ 528,715 $169,600
2008 16,939 15,489 501,227 149,284
2009 17,743 14,685 523,946 128,102
2010 18,586 13,842 549,687 104,985
2011 19,469 12,959 544 469 80,774
2012 20,394 12,034 560,394 55,250
2013 21,362 11,066 151,362 27,889
2014 22,377 10,051 157,377 21,674
2015 23,440 8,088 163,440 15,008
2016 24,553 7,875 24,553 7.875
2017 25,720 6,708 25,720 6,708
2018 26,941 5,487 26,941 5,487
2019 28,221 4,207 28,221 4,207
2020 29,562 2,866 29,562 2,866
2021 30,784 1,462 30,784 1,462

Total 5 14826 § 494  § 342262  $143976 $3.846.308 §781.171

Business Type Activities

Year Ending Revenue Notes
June 30 Principal Interest
2007 $ 34,000 $ 24,500
2008 36,000 23,167
2009 37,000 21,756
2010 39,000 20,306
2011 40,000 18,777
2012 42,000 17,209
2013 43,000 15,562
2014 45,000 13,877
2015 47,000 12,113
2016 49,000 10,270
2017 50,000 8,350
2018 52,000 6,390
2019 54,000 4,351
2020 57,000 2,234

Total $625.000 $198.862
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7.

INTERFUND TRANSFERS

The detail of interfund transfers for the year ended June 30, 2006 is as follows:

Transfer o Transfer from
General Special Revenue:
Emergency
FICA/IPERS
Debt Service General

Special Revenue:
Tax increment financing

Special Revenue: Special Revenue:
LMI Tax increment financing
Special Revenue: Special Revenue:
Trails Maintenance Local option sales tax
Capital Projects Special Revenue:
LM
Tax Increment financing
Debt Service

TOTAL OPERATING TRANSFERS

DUE FROM AND DUE TO OTHER FUNDS

Amount
$ 23,840
10,697
34,537
32,428
_432,108
464,536
20,007

5,000

15,000
390,839
20,000
425,839

$949,919

The detail of the interfund receivable and payable at June 30, 2006 is as follows:

Due 1o Due from
Proprietary: Special Revenue;
Internal Service: FICA/IPERS
Self-Insurance Proprietary:

Enterprise:
Water
Sewer

Amount

$ 15422

6,150
5477

$ 27,049

The amount represents June 2006 self-insurance charges not paid until July 2007.

Proprietary: Proprietary:
Enterprise: Enterprise
Water Sewer

The amount represents the amount due for sewer capital assets paid by water.
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9.

10.

11.

12

PENSION AND RETIREMENT BENEFITS

The City contributes to the lowa Public Employees Retirement System (IPERS) which is a
cost-sharing multiple-employer defined benefit pension plan administered by the State of
lowa. IPERS provides retirement and death benefits which are established by state
statute to plan members and beneficiaries. IPERS issues a publicly available financial
report that includes financial statements and required supplementary information. The
report may be obtained by writing to IPERS, PO Box 9117, Des Moines, IA 50306-9117.

Most regular plan members are required to contribute 3.70% of their annual salary and the
City is required to contribute 5.75% of annual covered salaries. Certain employees in
special risk occupations and the City contribute an actuarially determined contribution rate.
Contribution requirements are established by State statute. The City's contributions to
IPERS for the years ended June 30, 2006, 2005, and 2004 were $72,846, $69,899, and
$73,986, respectively, equal to the required contributions for each year.

OTHER EMPLOYEE BENEFITS

All full-time City employees accumulate sick leave hours for subsequent use. The
accumulation of sick leave hours did not vest as of June 30, 2006 and therefore is not
recognized as a liability until used by the employee or upon retirement or death. If paid
upon retirement or death, payment is made for up to 50 percent of accrued sick leave, not
to exceed 60 days. The City's approximate contingent lability for the unvested sick leave
as of June 30, 2006 is as follows:

Governmental activities ........ccccvivii e $206,708
Business type activiies .......occoocooviviiei e 108,465
TOTAL $315.173

HEALTH CARE FACILITY REVENUE BONDS AND HOUSING REVENUE NOTES

The City has issued a total of $11,880,000 of Health Care Facility Revenue Bonds and
Housing Revenue Notes under the provisions of Chapter 419 of the Code of lowa, of
which $8,808,186 is outstanding at June 30, 2006. The bonds and related interest are
payable solely from the rents payable by tenants of the properties constructed, and the
bond principal and interest do not constitute liabilities of the City.

RELATED PARTY TRANSACTIONS

The City has business transactions between the City and City officials, totaling $115,810
during the year ended June 30, 2006. See item 06-1-D in the Schedule of Findings.
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14.

15.

16.

CONTRACT COMMITMENTS

The City has entered into a construction contract for Sheldon Crossings Phase |
improvements. A summary of the contract is as follows:

Comtract total ... ... $414,838
Completed as of June 30, 2006 ..., 402,745
Uncompleted $ 12,093

The City has committed approximately $1,800,000 to the Lewis and Clark Rural Water
System, Inc. The City’s contribution will be expensed or capitalized as construction is
completed and the City pays its share.

The City has also entered into several tax increment financing rebate agreements with
local businesses. The City has agreed to rebate the taxes paid by the business over a
period of years. The City will expense the rebates as the taxes are collected and returned
to the businesses.

SUBSEQUENT EVENTS

Subsequent to June 30, 2006, the City has entered into four construction contracts for
various improvements. The contracts total $814,849.

SIGNIFICANT GROUP CONCENTRATION OF CREDIT RISK

In the course of selling water and sewer services, the City grants credit to customers, all of
whom are local residents.

RISK MANAGEMENT

The City is a member in the lowa Communities Assurance Pool, as allowed by Chapter
670.7 of the Code of lowa. The lowa Communities Assurance Pool (Pool) is a local
government risk-sharing pool whose 531 members include various governmental entities
throughout the State of lowa. The Pool was formed in August 1986 for the purpose of
managing and funding third-party liability claims against its members. The Pool provides
coverage and protection in the following categories: general liability, automobile liability,
automobile physical damage, public officials liability, police professional liability, property,
inland marine, and boiler/machinery. There have been no reductions in insurance
coverage from prior years.

Each member’s annual casualty contributions to the Pool fund current operations and
provide capital. Annual operating contributions are those amounts necessary to fund, on a
cash basis, the Pool's general and administrative expenses, claims, claims expenses and
reinsurance expenses due and payable in the current year, plus all or any portion of any
deficiency in capital. Capital contributions are made during the first six years of
membership and are maintained to equal 300 percent of the total current members’ basis
rates or to comply with the requirements of any applicable regulatory authority having
jurisdiction over the Pool.
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The Pool also provides property coverage. Members who elect such coverage make
annual operating contributions which are necessary to fund, on a cash basis, the Pool's
general and administrative expenses and reinsurance premiums, all of which are due and
payable in the current year, plus all or any portion of any deficiency in capital. Any year-
end operating surplus is transferred to capital. Deficiencies in operations are offset by
transfers from capital and, if insufficient, by the subsequent year's member contributions.

The City's property and casualty contributions to the risk pool are recorded as
expenditures from its operating funds at the time of payment to the risk pool. The City's
annual contributions to the Pool for the year ended June 30, 2006 were $106,887.

The Pool uses reinsurance and excess risk-sharing agreements to reduce its exposure to
large losses. The Pool retains general, automabile, police professional, and public
officials’ liability risks up to $350,000 per claim. Claims exceeding $350,000 are reinsured
in an amount not to exceed $2,650,000 per claim and $5,000,000 in aggregate per year.
For members requiring specific coverage from $2,000,000 o $10,000,000, such excess
coverage is also reinsured. Property and automobile physical damage risks are retained
by the Pool up to $100,000 each occurrence, each location, with excess coverage
reinsured on an individual member basis.

The Pool’s intergovernmental contract with its members provides that in the event a
casualty claim or series of claims exceeds the amount of risk-sharing protection provided
by the member’s risk-sharing certificate, or in the event that a series of casualty claims
exhausts total members’ equity plus any reinsurance and any excess risk-sharing
recoveries, then payment of such claims shall be the obligation of the respective individual
member. As of June 30, 20086, settled claims have not exceeded the risk pool or
reinsurance company coverage since the pool’s inception.

Members agree to continue membership in the Pool for a period of not less than one full
year. After such period, a member who has given 60 days’ prior written notice may
withdraw from the Pool. Upon withdrawal, payments for all claims and claims expenses
become the sole responsibility of the withdrawing member, regardless of whether a claim
was incurred or reported prior to the member's withdrawal. Members withdrawing within
the first six years of membership may receive a partial refund of their capital contributions.
if a member withdraws after the sixth year, the member is refunded 100 percent of its
capital contributions. However, the refund is reduced by an amount equal to the annual
operating contribution which the withdrawing member would have made for the one-year
period following withdrawal.

The City has established a self-insurance health insurance fund (an internal service fund)
to account for group insurance risks. The City's plan has established a specific stop-loss
amount of $20,000 and an aggregate stop-loss of 125% of expected claims for the year.
The City purchases commercial insurance for claims in excess of coverage provided.

The claims Hability of $38,379 reported in the fund at June 30, 2006 is based on claims
reported but unpaid and estimated claims incurred but not reported as of June 30, 2006.
Changes in the balances of claims liability during the year are as follows:

Unpaid claims - June 30, 2005 .......ccc.cove v, $ 36,810
Incurred Claims ..o 257,429
Less claims paid .o (255,860)
Unpaid claims - June 30, 2006 $ 38,379
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18.

The City has workmen'’s compensation coverage through the lowa Municipalities Workers’
Compensation Association. In addition, the City purchases employee blanket bond
coverage from other insurers. Settled claims resulting from these risks have not exceeded
commercial insurance coverage in any of the past three fiscal years.

USE OF ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from those
estimates.

COLLECTIVE BARGAINING AGREEMENT

All employees, except for the office personnel and management, are covered by collective
bargaining agreements which expire June 30, 2008.
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REQUIRED SUPPLEMENTARY INFORMATION



CITY OF SHELDON

BUDGETARY COMPARISON SCHEDULE OF RECEIPTS, DISBURSEMENTS
AND CHANGES IN BALANCES - BUDGET AND ACTUAL (CASH BASIS) -

GOVERNMENTAL AND PROPRIETARY FUNDS

REQUIRED SUPPLEMENTARY INFORMATION

FOR THE YEAR ENDED JUNE 30, 2006

RECEIPTS:
Property taxes ......coooo oo
Other City taXes .oovovveviivei s
Tax increment financing revenues ......................
Licenses and permits ......c..ocovivveiiiiiiiniinneniennenns
Use of money and property ......cooeecvvveveicenennenn,
Intergovernmental ..........coooiviiiii
Charges for ServiCes .....c..ccoovciviiiiianiiiicer e
Special assessments .........cocoiiee i,
Miscellan@ouUs .......ccocciii i
TOTAL RECEIPTS

DISBURSEMENTS:

Program:
Public safety .....cooooviiiiiice e
PUDNC WOTKS .oovviiriiieni e
Culture and recreation .........cc..ccoev v,
Community and economic development ............
General government ........cccccivce e
Debtservice ..o
Capital projects ..,

BUSINESS tyPe .oooviivii e,

NON-PIOGIAM ..vvviviieeiiiiieiieiieiee e ie et ne e

TOTAL DISBURSEMENTS

EXCESS (DEFICIENCY) OF RECEIPTS OVER
(UNDER) DISBURSEMENTS

OTHER FINANCING SOQURCES (USES):
Operating transfer in .........c.ooeve e,
Operating transferout .............cc.oovviv v,
Proceeds - sale of assets ...,

TOTAL OTHER FINANCING
SOURCES

EXCESS (DEFICIENCY) OF RECEIPTS AND
OTHER FINANCING SOURCES (USES) OVER
(UNDER) DISBURSEMENTS

BALANCE - BEGINNING OF YEAR ...........ccceniis

BALANCE - END OF YEAR

See Accompanying Independent Auditors’ Report
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Governmental  Proprietary
Funds Funds Total
Actual Actual Actual

$1,163,190 $1,163,190
455,606 455,606
1,146,197 1,146,197
10,685 10,685
124,824 § 28,325 153,149
520,969 520,969
476,627 1,631,045 2,107,672
653 653
133,531 83,555 217,086
4,032,282 1,742,925 5,775.207
668,867 668,867
811,163 811,163
428,609 428,609
146,387 146,387
319,084 319,084
781,458 781,458
824,432 824,432
1,186,323 1,186,323

34,840 363,973 398.913
4,014,940 1,550,296 5,565,236
17,342 192,629 208,971
949,919 949,019
(949,919) (949,919)
151,708 151,709
151,709 151.709
169,061 192,629 361,680
1,808,550 1,149,279 2,957,829
$1.077.601  $1.341.908  $3.319,500



less

Funds Not

Required Finalto

to be Net Criginal Final Actual
Budgeted Actual Budget Budget Variance
$1,163,190  $1,155,311  $1,155,311 § 7.879
455,606 414,326 414,326 41,280
1,146,197 1,077,909 1,077,809 68,288
10,685 37,175 37,175 (26,490)
$ 6,405 146,744 135,465 135,465 11,279
520,969 1,903,142 1,903,142 (1,382,173)
298,668 1,809,004 1,788,250 1,788,250 20,754
653 597 597 56
78,755 138,331 120,802 120,802 17,529
383,828 5,391,379 6,632,977 6,632,977 (1,241,598)
668,867 670,325 670,325 1,458
811,163 1,623,867 1,623,867 812,704
428,609 764,718 764,718 336,109
146,387 574,003 574,003 427,616
319,084 384,121 384,121 65,037
781,458 880,258 880,258 98,800
824,432 947,036 947,036 122,604
1,186,323 1,206,845 1,206,845 20,522

398,913

398 913 5,166,323 7.051.173 7,051,173 1,884,850
{15,085) 225,056 {418,196) (418,196) 643,252
949,919 1,264,874 1,264,874 (314,955)
(949,919} (1,264,874) (1,264,874) 314,955
151,709 100,000 100,000 51,709
151,709 100,000 100,000 51,709

(15,085) 376,765 (318,196) (318,196) 694,961
262,411 2695418 2843702 2,843,702 (148,284)

$247.326 $3.072.183 $2.525.506 $2.525506 §$ 546.677

See Accompanying independent Auditors' Report
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CITY OF SHELDON
BUDGET TO GAAP RECONCILIATION
REQUIRED SUPPLEMENTARY INFORMATION
FOR THE YEAR ENDED JUNE 30, 2006

Governmental Funds

Modified
Cash Accrual Accrual
Basis Adjustments Basis
REVENUES ... $4,032,282 $ 17,836  $4,050,118
EXPENDITURES/EXPENSES ........cocooiiviiiieccna, 4.014.940 137,427 4,162,367
NET 17,342 (119,591) (102,249)
OTHER FINANCING SOURCES (USES) - NET ..... 151,709 (23,533) 128,176
BEGINNING FUND BALANCES/NET ASSETS ... 1,808,550 277,680 2,086,230
ENDING FUND BALANCES/NET ASSETS $1,977,601 $134556  $2,112,157

See Accompanying Independent Auditors’ Report
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Proprietary Funds

Cash Accrual Accrual
Basis Adjustments Basis
$1,742,925 $ 43,202 $1,786,127

1,550,296 231,940 1,782,236
192,629 (188,738) 3,891
76,141 76,141

1,149,279 4,946,673 6,095,952
$1.341.008  $4.834.076  $6.175,084

See Accompanying Independent Auditors’ Report
53



CITY OF SHELDON
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION - BUDGETARY REPORTING
FOR THE YEAR ENDED JUNE 30, 2006

The budgetary comparison is presented as Required Supplementary Information in accordance
with Government Accounting Standards Board Statement No. 41 for governments with
significant budgetary perspective differences resulting from not being able to present budgetary
comparisons for the General Fund and each major Special Revenue Fund.

In accordance with the Code of lowa, the City Council annually adopts a budget on the cash
basis following required public notice and hearing for all funds. The annual budget may be
amended during the year utilizing similar statutorily prescribed procedures. Encumbrances are
not recognized on the cash basis budget and appropriations lapse at year end.

Formal and legal budgetary control is based upon nine major classes of disbursements known
as functions, not by fund or fund type. These nine functions are: public safety, public works,
health and social services, culture and recreation, community and economic development,
general government, debt service, capital projects, and business-type activities. Function
disbursements required to be budgeted include disbursements for the general fund, special
revenue funds, debt service fund, capital projects funds, and enterprise funds. Although the
budget document presents function disbursements by fund, the legal level of control is at the
aggregated function tevel, not by fund. The budget was not amended during the year and
disbursements did not exceed budgeted amounts.

See Accompanying Independent Auditors’ Report
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OTHER SUPPLEMENTARY INFORMATION



CITY OF SHELDON
COMBINING BALANCE SHEET
ALL NONMAJOR GOVERNMENTAL FUNDS
JUNE 30, 2006

Special Revenue Funds

FICA/IPERS LMI Emergency
ASSETS:
Cash and pooled investments ..............cccccooveoverveen. $101,584 $ 39,139
Receivables:
Property tax:
Delinquent ..., 3,072 $ 213
Succeeding YEaI ......cc.oooceie e 351,318 22,939
Accrued interest e 940 150
Due from other governments ..........ccooo v,
TOTAL ASSETS $456,914 $ 39,289 $.23.152
LIABLITIES AND FUND BALANCES
LIABILITIES:
Accounts payable ...
Duetoother funds ........cccoooeiiiecc e $ 15,422
Salaries payable ... 965
Deferred revenue:
Succeeding year property {ax ..., 351,318 $ 22939
TOTAL LIABILITIES 367,705 22,939
FUND BALANCES;
Unreserved:
Undesignated:
Reported in special revenue funds .........cocveeeeeee 89,209 $ 39,289 213
TOTAL FUND BALANCES 89,209 39,289 213
TOTAL LIABILITIES AND FUND BALANCES $456.914 $.39.289 $. 23,152

See Accompanying Independent Auditors' Report
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Schedule 1

Special Revenue Funds

l.ocal
Option Hotel/Motel Trails
Sales Tax Tax Maintenance Total
$329,003 $125,389 $ 596,105
3,285
374,257
4,358 5,448
76,192 76,192
$  2n $ 271
15,422
965
- —e 374,257
- Bl L 390,915
$410,543 125,118 664,372
410,543 125,118 664,372
$410,543 $ $125.389 $1,055,287

See Accompanying Independent Auditors' Report
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CITY OF SHELDCN

COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND

CHANGES IN FUND BALANCES

ALL NONMAJOR GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2006

REVENUES:
Property 18X oo,
Other clty taxes oo
Use of money and propernty ...c...ocoveveevveeeeeeeeeee
MISCEllaNEOUS ..ovvvvee e e
TOTAL REVENUES

EXPENDITURES:
Public safety ..o
PUBNIC WOTKS oo e e e

Community and economic development ......................

General GOVEINMENE ...cciiiiic et

DEbE SEIVICE ..o e

Capital Projects .
TOTAL EXPENDITURES

EXCESS OF REVENUES OVER EXPENDITURES

OTHER FINANCING SOURCES (USES):
Operating transfers in .o
Operating transfers oUt ... e
TOTAL OTHER FINANCING
SOURCES (USES)

EXCESS OF REVENUES AND OTHER FINANCING
SOURCES OVER EXPENDITURES AND
OTHER FINANCING USES

FUND BALANCES - BEGINNING OF YEAR ...................

FUND BALANCES - END OF YEAR

Special Revenue Funds

See Accompanying Independent Auditors' Report
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FICAIIPERS LMI Emergency
$331,553 $ 23,003
12,599 874
2,407 $ 894
854
347,213 894 23,877
162,587
108,901
28,063
15,719
_315,270
31,943 894 23,877
20,007
(10,697) (15,000} (23,840)
{10,697) 5,007 (23,840)
21,246 5,901 37
67.963 33,388 176
$ 89209 $.39,289 213



Schedule 2

Special Revenue Funds

{ ocal
Option Hotel/Motel Trails
Sales Tax Tax Maintenance Total

$ 354,556
$367,107 $ 38,040 418,620
13,923 $ 3,089 20,313
31.851 32.505
381,030 38,040 34,940 825,994
162,587
108,901
10,985 39,048
7,183 38,040 45,223
90,181 105,800
153,115 153,115
19,233 19,233
269,712 38,040 10,985 634,007
111.318 23,955 191.987
5,600 25,007
5,000} - N 54.537)
(5.000) 5,000 {29.530)
106,318 28,955 162,457
304,225 96,163 501.915

$410,543 I $125.118 8 664,372

See Accompanying Independent Auditors' Report
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CITY OF SHELDON

Schedule 3

SCHEDULE OF REVENUES BY SOURCE AND EXPENDITURES BY FUNCTION -
ALL GOVERNMENTAL FUNDS
FOR THE LAST FOUR YEARS

REVENUES:
Property tax .....coccvccivveniiiiennenn,
Tax increment financing ...............
Other City taxes .........occoveeveeeen,
Licenses and permits .........c..........
Use of money and property ...........
Intergovernmental .........................
Charges for services .........ccoevenee,
Special assessments ..........cccveee,
Miscellaneous .......c.cccccvvviivinnninnn,

TOTAL REVENUES

EXPENDITURES:

Public safety ........ccoovvivviiiiviiriennnn,
Public works ...
Health and social services ............
Culture and recreation ..................
Community and economic

development ..o,
General government ...
Debtservice .....coccoccivivviniiinnennn,
Capital projects ........coceeveeiiiinns

TOTAL EXPENDITURES

Modified Accrual Basis

006 2005 2004 2003
$1,163,463  $1,384,120 $1,491,423  $1,399,790
1,161,255 1,015,459 796,738 639,346
477,485 474,961 429,393 448,712
10,443 10,550 9,745 9,456
135,491 109,513 85,833 51,943
488,348 607,991 880,275 544,934
492,286 472,642 489,557 415,049
603 3,920 13,317 2,196
130,694 73,315 149,550 148,154
$4.060,118 $4.162471 $4.345.831 $3.659.580
$ 709,730 § 673,145 § 747,850 $ 854,399
819,991 790,576 762,801 837,203

500

432,679 389,688 462,945 497,679
146,388 161,755 92,725 147,238
320,094 510,249 408,718 428,921
781,458 1,166,454 926,169 937,058
942,027 1.631.676 1,200,276 190,945
$4.152367 $5.323.643 $4.601.984 §$3,803443

See Accompanying Independent Auditors’ Repart
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

The Honorable Mayor and
Members of the City Council

City of Sheldon

Sheldon, 1A 51201

We have audited the accompanying financial statements of the governmental activities, the
business type activities, each major fund and the aggregate remaining fund information of the
City of Sheldon, lowa, as of and for the year ended June 30, 2006, which collectively comprise
the City’s basic financial statements listed in the table of contents and have issued our report
thereon dated January 5, 2007. We conducted our audit in accordance with U.S. generally
accepted auditing standards and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Compfroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the City’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The resuits of our tests disclosed no instances
of noncompliance that are required to be reported under Government Auditing Standards.

Comments involving statutory and other legal matters about the City’s operations for the year
ended June 30, 2006 are based exclusively on knowledge obtained from procedures performed
during our audit of the financial statements of the City. Since our audit was based on tests and
samples, not all transactions that might have had an impact on the comments were necessarily
audited. The comments involving statutory and other legal matters are not intended to
constitute legal interpretations of those statutes.
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Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City's internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our
opinions on the financial statements and not to provide an opinion on the internal control over
financial reporting. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control that might be reportable conditions, and
accordingly, would not necessarily disclose all matters in the internal control that are aiso
considered to be material weaknesses. A material weakness is a condition in which the design
or operation of one or more of the internal control components does not reduce to a relatively
low level the risk that misstatements in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. We noted no matters
involving the internal control over financial reporting and its operation that we consider to be
material weaknesses.

This report, a public record by law, is intended solely for the information and use of the officials,
employees and citizens of the City of Sheldon, and other parties to whom the City may report.
This report is not intended to be and should not be used by anyone other than these specified
parties.

We would like to acknowledge the many courtesies and assistance extended to us by personnel
of the City during the course of our audit. Should you have any questions conceming any of the
above matters, we shall be pleased to discuss them with you at your convenience.

(N, A2C T

January 5, 2007
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CITY OF SHEL.DON
SCHEDULE OF FINDINGS
FOR THE YEAR ENDED JUNE 30, 2006

Part I: Findings Related to the General Purpose Financial Statements

No findings were noted.
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CITY OF SHELDCN
SCHEDULE OF FINDINGS - Continued
FOR THE YEAR ENDED JUNE 30, 2006

Part Il: Other Findings Related to Required Statutory Reporting

06-11-A

06-1I-B

06-11-C

06-1I-D

06-1I-E

Certified Budget - Disbursements during the year ended June 30, 2006 did not exceed
the amounts budgeted.

Questionable Expenditures - We noted no expenditures that may not meet the
requirements of public purpose as defined in an Attorney General's opinion dated
April 25, 1979.

Travel Expense - No expenditures of City money for travel expenses of spouses of
City officials or employees were noted.

Business Transactions - Business transactions between the City and City officials or
employees are detailed as follows:

Name, Title, and Transaction
Business Connection Description Amount

Ron Rensink, Council Member,
Owner of Perspective Insurance Insurance $114,330

Kurt Tatsumi, Mayor,
Owner of K-T Industries and
Signature Printing Printing and supplies 885

Dave Popkes, Council Member,
Owner of Dave’s Appliance Service work 235

Mark Postma, Council Member,
Owner Bubbles/Bee Kleen Sewing work 360

The transactions with Mr. Tatsumi, Mr. Popkes, and Mr. Postma do not appear io be a
conflict of interest since the total paid to each individual was less than $1,500.

The transactions with Mr. Rensink do not appear to be a conflict of interest since they
relate primarily to payment on the City's lowa Community Assurance Pool (ICAP)
insurance policy. The contract with ICAP was singed prior to Mr, Rensink being a
council member and is therefore an exception under Chapter 362.5(7) of the Code of
lowa.

Bond Coverage - Surety bond coverage of City officials and employees is in
accordance with statutory provisions. The amount of coverage should be reviewed
annually to insure that the coverage is adequate for current operations.
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CITY OF SHELDCN
SCHEDULE OF FINDINGS - Continued
FOR THE YEAR ENDED JUNE 30, 2006

Other Findings Related to Required Statutory Reporting - Continued

Council Minutes - No transactions were found that we believe should have been

Deposits and Investments - No instances of non-compliance with the deposit and
investment provisions of Chapter 12B and 12C of the Code of lowa and the City's

Revenue Notes - No honcompliance with revenue note provisions were noted.

Part 11:
06-1I-F
approved in the Council minutes but were not.
06-1I-G
investment policy were noted.
06-li-H
086-1-1

Economic Development - We noted that the City paid the Sheldon Chamber and
Development Corporation $55,000 from tax increment financing revenues, $38,040
from hotel/motel tax, and $10,000 from local option sales tax.

In addition, we noted that the City paid the O'Brien County Economic Development
Corporation $5,504 from tax increment financing revenues.

it appears the City properly evaluaied the public purpose and requires documentation
of how the funds were used.
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